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The Economic Dilemma 
SOCIETY, as a whole, is faced with the fact that business is not good. It is 
not as good as it was a year ago. The 
bottom of the decline may have been 
reached. Business may be getting no 
worse. Business men may be facing the 
future with the "hope and confident ex-
pectation" that the situation soon will be 
better. But business is not good. 
The cause, or causes, of the business con-
dition have been discussed at great length. 
Individually, some of the suggestions ap-
pear to have some bearing on the matter; 
others seem entirely irrelevant. Collec-
tively, the suggestions leave the situation 
unexplained. 
What to do about correcting the situa-
tion has been discussed almost as much as 
the causes. The recommendations have 
been so many and so varied as to leave one 
in a daze. Saving has been deplored as 
harmful, inasmuch as already there is too 
much money which cannot be employed at 
profitable rates. Yet, savings bank depos-
its are increasing, as is the volume of life 
insurance being written. 
Spending is advocated. But, here the-
ory and practice clash. The individual of 
moderate means, who could spend as much, 
if not more, than formerly, may be in ac-
cord with the theory. When it comes to 
practice, the fear that conditions may be-
come worse is likely to act as a deterrent. 
Al l but pressing needs are set aside. De-
mand thus is slackened. 
One might obtain some idea of the effect 
on New York stock brokers by making a 
comparison of shares traded in on the New 
York Stock Exchange. For eleven months 
ended November 30, 1929, the number was 
1,041,023,130. For the corresponding 
eleven months ended November 29, 1930, 
the number was 751,171,364. Commissions 
computed on the difference of 289,851,766 
shares would indicate that the purchasing 
power of the brokers, as individuals, has 
been materially decreased. 
A master economic mind which could dic-
tate a business policy for the entire world, 
presumably would have no difficulty in 
straightening out the tangle in which this 
country is involved. The individuals who 
make up the masses, however, are con-
fronted with what appears to them to be a 
two-horned dilemma. If they spend, they 
may rue it later on. If they save, they 
make business worse. The situation, in-
deed, is complicated. 
A perspective of the whole matter per-
mits of conclusions which are as certain 
almost as time itself. The successful con-
duct of business is dependent upon suf-
ficient demand to utilize the available fac-
tors of land, labor, capital, and business 
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organization. Business, undoubtedly, has 
slumped because of a decline in effective 
demand, which is demand accompanied by 
purchasing power. This country is over-
equipped to supply the present demand. 
Unless the equipment is to be reduced, 
demand must be increased. Spending, 
seems to furnish the answer. Govern-
mental as well as private enterprises are 
engaged in a campaign of spending which 
will be enlarged in the near future. The 
result of the increased purchasing power 
should result in a return to more normal 
business conditions. 
TH E liberality which characterizes the corporation laws of some states tends 
to a frame of mind which dismisses from 
serious consideration reported actions of 
corporations organized under the laws of 
those states. One reads in the newspapers 
of certain actions taken by a corporation 
existing under authority of the laws of a 
certain state, and passes along to other 
news items with the thought that anything 
approved by formal vote of directors, is 
possible under such laws. The action need 
not be rational. It may be unsound econ-
omically. The effect may be a suppression 
of the facts. But if expediency so dictates, 
and the action is taken properly, the action 
has the stamp of legality. Such is likely to 
be the mental attitude of one who is 
familiar with these matters. 
In fairness to such laws, it is interesting 
to consider, without prejudice, the pro-
posed action of a certain holding company 
as reported in the news column. Is the 
action facilitated by the laws governing 
the organization and corporate conduct of 
the company in question? Is there any-
thing questionable about the proposed ac-
tion? Does it gain any improper advan-
tage on account of the character of its 
shares of capital stock and the laws author-
izing the issuance of such shares? 
"The Blank Corporation has called a 
special meeting of class B stockholders for 
November 28 to vote on a proposal to re-
duce the stated value of the class B stock 
from 365,849,369.00 to 346,842,721.00, 
thereby creating capital and capital surplus 
and applying a portion of the capital and 
surplus to write investments down to 
market value. 
"The purpose of the proposal is to reduce 
the paid-in capital of the class B stock 
from 310.00 to 35.00 and bring about a 
capital readjustment and thereby correct 
the existing situation under which the pay-
ment of dividends may be interrupted, 
while the corporation is receiving income 
from investments sufficient to cover divi-
dend requirements." 
The foregoing quotations, slightly dis-
guised, are as reported by the press from 
the company's announcement. The dis-
cussion which follows is based on the news-
paper statement. 
Analyzing the announcement, it is ap-
parent that the company issued some of its 
stock for, or purchased from the proceeds 
thereof, certain securities, at prices, which, 
on the basis of the market (October 31, 
1930) would have to be reduced substan-
tially. This would result in a material re-
duction of the balance sheet value of the 
securities owned. The paper loss incident 
to such devaluation presumably would be 
large. It would be too large to permit of 
absorption by the surplus accounts, the 
character of which is not disclosed. The 
corporation may have had earned surplus, 
or surplus arising from valuation of se-
curities, or paid-in surplus resulting from 
arbitrary classification of paid-in capital. 
At any rate, whether from motives of ne-
cessity, or of expediency, there was not suf-
ficient surplus to absorb the write down. 
And so, it is proposed that stated capital 
shall be adjusted, so reducing it as to make 
Capital Reductions 
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available an amount sufficient to absorb 
the loss and still, presumably, leave a cush-
ion to guard against further market de-
clines and afford a reasonable remainder 
in the surplus available for dividends. 
Action such as the foregoing, which re-
cently has been followed by several cor-
porations, particularly of the investment 
trust class, doubtless is facilitated by the 
laws of certain states. If a corporation 
such as the type in question had nothing 
but capital stock with par value, it would 
be necessary by formal action to reduce 
the par value of the stock, call in all the 
old stock and issue new stock in its place. 
This procedure in some cases would be a 
sizable undertaking. Where the shares 
have no par value, the matter becomes one 
merely of accounting based, however, on 
formal action. In other words, a resolu-
tion of the directors, ratified by the stock-
holders whose capital would be affected, 
transferring an amount per share from 
capital to capital surplus, would serve as 
the authority for the accounting action. 
Such action would consist in transferring 
an amount from capital to capital surplus 
and charging against that surplus the 
amount of decline in the value of securities 
from cost to the lower market. 
This action would save the corporation 
from any charge of having paid dividends 
when its capital was impaired, as might 
have been the case if the capital had not 
been legally reduced. It is easy to under-
stand that if the loss in asset value of se-
curities had been charged against earned 
surplus or previous capital surplus, such 
surplus might have been insufficient to ab-
sorb the capital loss, and that even though 
subsequent income might be sufficient to 
pay subsequent dividends, a considerable 
portion of such income might be needed to 
restore capital before the dividends could 
be paid legally. 
There is a doctrine running generally 
through the corporation laws of the vari-
ous states, that dividends may not be paid 
legally while there is an impairment of 
capital. This is true of Delaware except 
that the protection of capital from the pay-
ment of dividends is limited to shares hav-
ing a preference in liquidation, as will be 
seen from the following: 
"Section 34. Dividends; Reserves:— 
The directors of every corporation created 
under this Chapter, subject to any restric-
tions contained in its Certificate of Incor-
poration, shall have power to declare and 
pay dividends upon the shares of its capital 
stock either (a) out of its net assets in 
excess of its capital as computed in accord-
ance with the provisions of Sections 14, 
26, 27 and 28 of this Chapter, or (b) in 
case there shall be no such excess, out of 
its net profits for the fiscal year then cur-
rent and /or the preceding fiscal year; pro-
vided, however, that if the capital of the 
corporation computed as aforesaid shall 
have been diminished by depreciation in 
the value of its property, or by losses, or 
otherwise, to an amount less than the ag-
gregate amount of the capital represented 
by the issued and outstanding stock of all 
classes having a preference upon the dis-
tribution of assets, the directors of such 
corporation shall not declare and pay out 
of such net profits any dividends upon any 
shares of any classes of its capital stock 
until the deficiency in the amount of the 
capital represented by the issued and out-
standing stock of all classes having a pref-
erence upon the distribution of assets shall 
have been repaired." * * * 
There is nothing further in the section 
that qualifies the foregoing. The sections 
referred to (Sections 14, 26, 27 and 28) 
cover respectively, issuance of shares, 
amendment of certificate of incorporation, 
retirement of preferred shares, and reduc-
tion of capital. The provisions therein do 
not interfere with the rules laid down in 
Section 34. 
Out of the section just quoted, one might 
read that common capital may be paid 
away as dividends. "Capital * * * dimin-
ished * * * by losses, or otherwise, * * *" 
might so imply. Capital might be dim-
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inished "otherwise" by the payment of 
dividends. It is doubted, however, if this 
would be a fair inference. The word 
"capital" used in a general sense is all 
embracive. It does not distinguish one 
class from another. It includes both pre-
ferred and common capital as those classes 
are denoted by preferred and common 
shares. Consequently, any excess of net 
assets over capital must mean any amount 
of net assets in excess of capital as repre-
sented by both preferred and common 
capital stock. If the directors may declare 
a dividend out of any such excess, it is fair 
to assume that they may not declare a 
dividend if there is no such excess. 
The significance of the provision for de-
claration of dividends out of "its net profits 
for the fiscal year then current and /or the 
preceding fiscal year" is more difficult to 
interpret. Reference to the "current fiscal 
year" is understandable. A corporation 
might have had its common capital im-
paired by depreciation in the value of its 
property, or by losses, and yet make a 
profit during a current fiscal year. The 
meaning of the statute in this respect is 
clear, namely, that even though common 
capital may be impaired, profits for the 
current year may be appropriated for divi-
dends without the necessity of first making 
up the impairment of common capital. 
The words "and /or the preceding year" 
appear to have been inserted by some 
zealous, although not fully informed, law-
maker in the excitement of legislative pres-
sure, inasmuch as any profits in a preceding 
year, if not used to repair capital, would 
result in net assets in excess of capital in 
the current year. If profits in the preced-
ing year had been used to repair capital, 
how could they be used for dividends in 
the current year without paying dividends 
out of capital? The statute must mean, 
therefore, that, if necessary, action through 
which capital was repaired in a preceding 
year may be reversed, if profits in the cur-
rent year are not sufficient for dividends 
and profits for the preceding year may be 
made available for dividends in the current 
year. Only in this way does it seem pos-
sible to reconcile the apparent contradic-
tion in the statute. It must not be for-
gotten, however, that preference stock 
marks the dead-line where the latitude 
stops. 
In the light of the foregoing, one may 
say that there appears to be nothing ques-
tionable legally about the proposed action 
of various investment trusts to reduce their 
capital, where the corporation laws under 
which they were chartered are as elastic as 
those of Delaware. Further, there seems 
not to be anything morally or economically 
questionable about such proposed action. 
Price levels in the stock market patently 
are lower than they have been for some 
years. Perhaps they are permanently 
lower. At least the prospects are that they 
will remain lower for some time to come. 
And it seems to be the part of wisdom to 
recognize this condition and adjust the 
asset value of securities accordingly. How-
ever, when and if the price level definitely 
rises to a point where it may be expected 
to remain for a while, any readjustment up-
ward of asset values should result in a 
credit to capital, not to earned surplus. 
The adjustment of capital downward is 
logical, if capital was invested originally in 
securities which have declined severely and 
somewhat permanently in market value. 
But any later adjustment upward should 
be consistent. If loss in security values im-
pairs capital, a recovery in such values 
would repair capital. On the other hand, 
if such book losses were to be charged 
against earned surplus, or against capital 
surplus, it would not seem inconsistent to 
repair such accounts, if losses in value 
later are reinstated. This, however, raises 
a question concerning securities written 
down now and later sold at a price in excess 
of book value. Where should the profit be 
credited? The answer should not be diffi-
cult: to capital, if a loss in excess of the 
profit was charged against capital; to capi-
tal surplus, if the charge for decline was 
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made against capital surplus; to earned 
surplus, if the charge was against that 
account. But, none of these corporations 
probably will increase the stated value of 
its capital shares unless recovery becomes 
so marked as to result in a large capital sur-
plus. And they will be within their rights, 
having taken formal action to reduce their 
stated capital. They would be within 
their legal rights also, undoubtedly, if they 
were to insist on crediting the profit to 
earned surplus and paying it out as divi-
dends, inasmuch as the adjustment of 
stated capital is tantamount to apportion-
ing their capital to absorb a loss. If the 
loss is not sustained, the action in segre-
gating a part of their capital to absorb a 
loss has in reality served to create a 
surplus. 
These corporations gain no improper ad-
vantage necessarily from shares having no 
par value and from laws permitting wide 
latitude of action. It would be a silly law 
that would not permit a corporation to 
adjust its capital account to give effect to 
capital losses. No legislation can prevent 
a corporation from losing money. One 
may take issue with a law that permits con-
tributed capital to be apportioned at time 
of receipt between capital account and sur-
plus account, and still find no fault with the 
same law that sanctions and encourages a 
corporation which has lost part of its capi-
tal to adjust its capital accounts accord-
ingly. Any group of stockholders may 
agree among themselves to do anything 
legal or not to do anything illegal. If the 
stockholders in a given group agree that 
they have lost a part of their capital, what 
is more logical than to agree to give ex-
pression to that loss. 
In a matter of shares without par value, 
nothing is gained through placing a stated 
value on each share except convenience in 
accounting for any number of shares less 
than the whole. The capital account might 
be reduced, or increased, as easily if the 
shares had no stated value. In the instant 
case, shares without par value permit of a 
ready reduction in capital without having 
to call in and exchange all outstanding 
shares. 
Co-operation with the Bankers 
AN O T A B L E gathering occurred at Briarcliff Manor, New York, October 
27, 1930. It was the occasion of the Fall 
Meeting of The Robert Morris Associates. 
There were present as guests Messrs. 
Campbell, Hurdman, Montgomery, Carter, 
Foye, Berdon, Webster and Klein, repre-
senting various committees of accounting 
societies having relations with the Com-
mittee on Co-operation with Public Ac-
countants, of which Mr. Harvey Whitney 
is chairman. 
The discussion which followed was ex-
tremely interesting. Mr. Whitney read 
various letters, dealing with matters con-
tained in reports of public accountants, 
which he had solicited and received from 
members. On the basis of these he, and 
other members, interrogated the account-
ants. 
Some of the matters submitted were as 
follows: 
"(a) Possibly three years ago a com-
plaint was filed with us involving an item 
of accounts receivable in a financial state-
ment which included a substantial sum due 
from a 100% owned subsidiary. We 
took this up with the accountant, making 
the point that this amount should be seg-
regated. There was considerable corre-
spondence back and forth and finally an 
intimation that the item would be properly 
handled in future statements. This not 
being the case, we referred it to the Ameri-
can Institute Committee on Co-operation 
with Bankers, who in turn passed it along 
to the Committee on Professional Ethics, 
as we had registered this as a formal com-
plaint. Before the matter was disposed of 
the accountant resigned from the American 
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Institute. We have no authority for the 
statement that the accountant took this 
action rather than face the music, but it is 
easy to draw the inference. 
"(b) A statement showed Accounts Re-
ceivable 3453,000, which it was learned 
upon investigation included 3265,000 due 
from X Company, and Notes Receivable 
3197,000, which included 3181,000 also due 
from X Company, in other words, prac-
tically 70% of the total receivables were 
due from X Company. While the parent 
company owned 19% of the common and 
5% of the preferred stock of X Company, 
the accountants did not regard it as an 
affiliated company to an extent requiring 
segregating the items, claiming they had 
no information that the parent company 
dominated the management. In the trade 
X Company was commonly spoken of as 
owned by the parent company and as buy-
ing all its raw material from them, though 
of course this was not necessarily known to 
the accountants. M O R A L : Look into the 
items in a statement nevertheless and not-
withstanding. 
"(c) A statement showed an abnormally 
large cash account running into several 
million dollars. Upon inquiry it was as-
certained that 40% of this item was to all 
intents and purposes ear-marked for plant 
expenditures for which the company was 
at the time of the statement definitely com-
mitted. The accountants claimed they had 
no knowledge of any commitments that 
were of a character that required mention-
ing in their certificate. M O R A L : Same as 
previous example, particularly when any 
item is obviously out of line. 
"(d) A commercial paper broker put out 
two financial statements, one a consoli-
dated balance sheet and the other an 
individual statement of the borrowing com-
pany. The accountant's certificates on the 
two statements were identical, referring to 
the fact that they had examined the books 
and accounts of the parent company and 
its wholly owned subsidiaries and that in 
their opinion the figures fairly set forth the 
financial position of the companies com-
bined. This note is handled by a broker 
who is a member of the R. M . A. and the 
company has accounts at four banks in 
New York, one in Philadelphia, two in 
Chicago and one in St. Louis, all members 
of the R. M . A. , and yet so far as I am 
aware the only one to notice this discrep-
ancy was a bank which bought the paper. 
This was referred to the Committee, and 
the accountant upon being asked as to how 
it was possible to use such a certificate on 
both a consolidated and an individual 
statement reported that he had not pre-
pared an individual statement for this par-
ticular corporation. He therefore called 
upon the corporation and it developed that 
the statement in question, prepared at the 
request of one of the bankers in New York, 
presumably the commercial paper broker, 
had been made up by the company's own 
auditor, who had exceeded his authority by 
arbitrarily appending to it the certificate 
which the accountant had attached to the 
consolidated statement. Blameworthy in 
itself, this was accentuated by the fact that 
in the consolidated statement prepared by 
the accountant the latter specifically com-
mented to the effect that the inventories 
and supplies were as certified to by respon-
sible officials, whereas in preparing the 
individual statement, the company's audi-
tor had listed this item without any com-
ment, and to that extent arbitrarily saddled 
a responsibility upon the accountant which 
the latter, in preparing the statement to 
which he certified, was very particular to 
avoid. 
"This is the second rather glaring instance 
that has come to the committee's atten-
tion, where liberties have been taken with 
accountants' certificates which were not 
noticed until some wide-awake credit man 
discovered an irregularity such as the one 
just referred to. M O R A L : Sometimes 
commercial paper brokers are a bit care-
less. 
"(e) Our attention was directed to an 
item as it appeared in statements put out 
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by a commercial paper broker of 'Replace-
ment Fund Investments,' which for the 
years 1927, 1928 and 1930 was carried 
below the line, whereas in 1929 was carried 
among the quick assets. We took this up 
with the accountant and as the result of an 
investigation made by him we received a 
letter from the commercial paper broker in 
which their Credit Manager said that he 
had set up the 1929 statement this way for 
his own information for internal use only, 
and that during his absence from the office 
the statement had inadvertently been given 
to the printer in this improper form. 
M O R A L : A S aforementioned, sometimes 
commercial paper brokers are a bit careless. 
"(f) A financial statement included an 
item 'Marketable Securities at Cost— 
$1,435,000,' of which approximately 30% 
was represented by the unlisted preferred 
stock of a smaller affiliated company, the 
accountants justifying the listing of this as 
a current asset by the fact that they had 
a letter from the company's president 
Stating that the securities in question could 
be sold. This company has accounts with 
banks, members of the R. M . A . , as follows: 
Two in New York, one in Chicago, one in 
Buffalo, one in Boston, one in Philadel-
phia, one in Detroit, one in Cleveland, one 
in Cincinnati, one in St. Louis, one in Pitts-
burgh, and one in Louisville, a total of 
twelve. The paper is handled by a com-
mercial paper broker, a member of the 
Associates, who is the one who brought it 
to the committee's attention. M O R A L : 
Sometimes commercial paper brokers are 
the only ones on their toes." 
Such sessions may be painful to the 
accountants, but they are helpful. They 
afford accountants an opportunity to see 
themselves as the bank credit men see 
them. They afford an opportunity for the 
presentation of both sides of a question. 
Most questions have two sides. Bank 
credit men do not have the same natural 
point of view as have the public account-
ants. The reverse, likewise, is true. Each 
needs to learn more about the work of the 
other. The public accountant seeks to 
present the facts. The bank credit man 
seeks to learn the facts; to interpret and 
apply them in judging his credit risk. 
Whether the bank credit men profited by 
the exchange of thought, the accountants 
may need the goading. 
TH E conclusion which one reaches with respect to controversial accounting 
questions hinges often on a knowledge of 
theory. Determination of what constitutes 
sound theory often is dependent on a 
knowledge of underlying and related sub-
jects like economics. 
In economics, interest is that share of 
distribution which is imputed to the use 
of capital. Profit is that share of distri-
bution which is attributed to enterprise. 
The economic factor of production known 
as enterprise is a combination of money, 
machines, men, and management. The 
successful manipulation of these forces is 
rewarded by profit. 
"Money," as used in the foregoing al-
literative construction, is taken to mean 
capital. Therefore, when constituting an 
element of production in enterprise, capital 
is compensated, if at all, by a share in the 
profit; not by interest as when employed 
alone. In other words, those who, as pro-
prietors, supply capital to an enterprise 
take their compensation in the form of 
profit; not interest. They use their capital 
to employ machines, men, and manage-
ment. 
This discussion is leading up to a ques-
tion concerning the propriety, in comput-
ing cost of production, of including therein 
both depreciation and interest. 
Depreciation is the reduction in the cost 
of a physical asset representing capital, 
Depreciation and Interest 
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which is charged to cost of production for 
the purpose of recovering from customers 
the cost of the physical asset contributing 
to service, thus maintaining intact the 
capital so invested. 
Cost is the representation of capital 
which, if entrusted to others, is so en-
trusted in contemplation of recovery with 
profit. A seller of goods entrusts a portion 
of his capital to the buyer with the under-
standing that it will be returned with a 
profit. Thus, the seller recovers his cost 
and receives profit as his compensation. 
Depreciation is an element of cost. The 
receipt by the seller of a sale price is a 
recovery of cost carrying a reward of 
profit. Consequently, capital represented 
by depreciation is rewarded in enterprise 
by profit. To put the matter differently, 
and more concisely, depreciation is com-
pensated by profit. 
Reasoning as in the foregoing, one finds 
it difficult to accept the contention that it 
is proper to include in cost of production 
both depreciation and interest on capital. 
To do so would be to duplicate the charge. 
If capital as an element of enterprise is 
rewarded by a share in the profit of the 
enterprise, why should it be rewarded in 
addition by a special interest allowance 
for its use? If interest on owned capital is 
permitted to creep into cost, the profit is 
compounded. There is profit on capital as 
a part of cost and there is profit on the 
interest on the capital as a part of cost. 
It is conceivable, of course, that interest 
might be allowed as a part of cost on such 
capital as is represented by an amount 
corresponding to depreciation which has 
been recovered from customers and when 
the amount is not otherwise employed in 
an earning capacity. The funds represent-
ing recovered depreciation, if not com-
pensated by a charge to cost for interest in 
an amount equal to the profit on the capital 
tied up in idle funds, would fail to that 
extent to bring profit to the whole capital 
invested in the enterprise. 
This, of course, is rather involved, but 
it serves, from an economic angle, to ex-
plain why both depreciation and interest 
should not be charged to cost for the un-
depreciated portion of capital invested in 
physical assets, whereas interest may be 
charged properly, under certain circum-
stances, on the capital represented by the 
depreciated portion of physical assets. 
News Items 
Colonel Carter delivered an address on 
"Public Relations Aspects of Accounting," 
at a meeting of the Pittsburgh Chapter of 
the National Association of Cost Account-
ants, held in Pittsburgh on December 10, 
1930. Colonel Carter is a vice-president 
of the National Association of Cost Ac-
countants. 
Mr. Gause has been appointed a Trustee 
of the Village of Pelham Manor. 
While the columns of the B U L L E T I N 
never have been used for the purpose of 
provoking levity, we think we may be 
pardoned for noting a report to the effect 
that a proposed consolidation of certain 
New York banks was to result in a new 
institution to be known as "The Eskimo 
Trust Company." 
Mr. Tompkins has been elected First 
Vice-President of the Georgia Society of 
Certified Public Accountants and Chair-
man of the Atlanta Chapter. 
"The Accountant's Dilemma," by Rob-
ert H . Fielder, Assistant Secretary, Manu-
facturers Trust Company of New York, is 
the subject of an interesting article which 
appeared in the December, 1930, number 
of The Robert Morris Associates Monthly 
Bulletin. Mr. Fielder really makes a plea 
for what he terms "audit-mindedness" 
among the customers of banks. A more 
liberal budgetary allowance for audit 
services will, he thinks, help to overcome 
the dilemma. 
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HASKINS & SELLS FOUNDATION, INC. , was created for the purpose of 
establishing an organization, separate from 
the firm, which might be endowed with 
funds to provide, among other benevo-
lences, for payments to members of the 
Haskins & Sells organization who, through 
age or disability, might become unable to 
pursue their work and maintain their 
families. 
The Foundation was created on October 
26, 1928. It resulted from a realization of 
the partners that, inasmuch as the firm 
had been in existence thirty-three years, 
there were a number of loyal and devoted 
members of the organization who were de-
serving of recognition for their long years 
of effort. The feeling existed that these 
members might be relieved in mind if they 
could look forward to some compensating 
assistance when they might have reached 
the point where they would be able no 
longer to carry on, in whole or in part, 
their strenuous and exacting activities. It 
was felt also that the anxiety of younger 
members of the organization as to the 
future might be relieved if the desire and 
intent of the firm in these matters were to 
be made known to such members. 
The Foundation is organized under the 
membership corporation law of the State 
of New York. It is not permitted to 
operate for profit, except in so far as in-
come from investments may be so inter-
preted. No principal or officer is per-
mitted to receive any compensation what-
ever for services rendered in connection 
with the administration of the Foundation. 
Through generous individual gifts from 
some members of the firm, and through 
donations made by the firm from time to 
time, the Foundation is now possessed of 
a substantial sum invested in high-grade 
securities. Benefits already have been ex-
tended in a few cases on account of long 
service and for the education of children of 
deceased members. 
The granting of benefits is not pre-
scribed by any definite rules. Each case 
is to be considered on its merits and will 
be treated with as much liberality as the 
means available and the case warrant. 
Benefits, in appropriate instances, will be 
extended to the families of deceased or 
incapacitated members. There is no obli-
gation on any one in the organization to 
pay anything to the Foundation in order 
that he or she may be eligible to receive 
its benefits. Every sum received by the 
Foundation has been given voluntarily. 
The Foundation should be cause for sat-
isfaction and assurance to the loyal mem-
bers of our organization. It should make 
them realize that some protection awaits 
them in their later years when their capac-
ity to render a full measure of service has 
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diminished. There should be less appre-
hension in cases where individuals have 
not been able to set aside from earnings, 
due to causes beyond their control, suffi-
cient means to provide for declining years, 
inasmuch as it is reasonable to expect that 
the Foundation will be able to take care of 
all individual cases as they arise. The 
provisions under which the Foundation is 
administered have in effect endowed the 
later years of loyal employes of the firm 
who have given their best during the 
greater part of their business lives toward 
building up the Haskins & Sells organi-
zation to its present enviable position in 
the professional accounting field. 
The certificate of incorporation follows: 
C E R T I F I C A T E OF INCORPORATION 
O F 
H A S K I N S &. S E L L S F O U N D A T I O N , INC. 
Pursuant to the Membership Corpora-
tions Law. 
We, the undersigned, desiring to form a 
corporation pursuant to Article I I of the 
Membership Corporations Law, do hereby 
make, subscribe and acknowledge this cer-
tificate for that purpose, as follows: 
F I R S T : The name of the proposed Corpora-
tion is H A S K I N S & S E L L S F O U N D A T I O N , INC. 
S E C O N D : The purposes for which it is 
to be formed are as follows: For receiv-
ing and maintaining a fund or funds, in 
trust, and applying the income and/or 
principal thereof, as donations to legally 
constituted charitable, educational, scien-
tific, religious, literary, library, patriotic 
and historical institutions and associations, 
and also to use said income and/or princi-
pal for benevolent purposes, including the 
promotion of education and study of use-
ful sciences and especially in connection 
with the profession of accountancy, and the 
assistance of such accountants and em-
ployes of accountant firms, who may be 
incapacitated by age, infirmity, or physical 
disability, and the education and support 
of their dependent families, as in the judg-
ment of the directors may be deserving, 
and to promote the well-being of man-
kind. The purpose of the corporation 
shall be carried on without pecuniary gain 
or profit to it. It shall be within the pur-
poses of said corporation to use established 
public charitable activities, agencies and 
institutions, and any other means and 
agencies which from time to time shall 
seem expedient to its members or directors; 
but it shall not be within the purposes of 
said corporation to create or maintain any 
of the aforesaid institutions or associations 
without having first procured the consent 
of the proper authorities. 
The corporation hereby formed shall 
have power to take and hold by bequest, 
devise, gift, purchase, or lease, either abso-
lutely or in trust, for any of its purposes, 
any property, real or personal, without 
limitation as to amount or value, except 
such limitation, if any, as may be provided 
by law; to convey such property and to 
invest and reinvest the principal and/or 
income and to deal with and expend the 
income and/or principal of the corpora-
tion in such manner as in the judgment of 
the directors will best promote its objects. 
T H I R D : The territory in which its oper-
ations are to be principally conducted is 
the States, Territories and Dependencies 
of the United States of America. 
F O U R T H : The office of the corporation is 
to be located in the City of New York, 
Borough of Manhattan, County of New 
York and State of New York. 
F I F T H : The number of its directors is 
to be five. 
S I X T H : The names and places of resi-
dence of the directors until the first Annual 
Meeting are as follows: 
Names Places of Residence 
Charles S. Ludlam .44 Nassau Boulevard, 
Garden City, N . Y . 
Arthur H . Carter.. . Dublin Road, 
Greenwich, Conn. 
Arthur S. Vaughan . 123 Salisbury Avenue, 
Garden City, N . Y . 
Charles E . Morris. 235 West 71st Street, 
New York, N . Y . 
Arthur B. Foye . . . . 34 Washington Place, 
Ridgewood, N . J . 
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S E V E N T H : That all of the subscribers to 
this Certificate are of full age; that at 
least two-thirds of them are citizens of the 
United States; that at least one of them 
is a resident of the State of New York, and 
that of the persons named as directors at 
least one is a citizen of the United States 
and a resident of the State of New York. 
I N W I T N E S S W H E R E O F , we have made, 
subscribed and acknowledged this certifi-
cate in duplicate. 
Dated this 26th day of October, 1928. 
(Signed) C H A R L E S S. L U D L A M 
A R T H U R H . C A R T E R 
A R T H U R S. V A U G H A N 
C H A R L E S E . M O R R I S 
A R T H U R B. F O Y E . 
S T A T E OF N E W Y O R K 
ss. 
C O U N T Y OF N E W Y O R K 
On this 26th day of October, 1928, be-
fore me personally came C H A R L E S S. L U D -
L A M , A R T H U R H . C A R T E R , A R T H U R S. 
V A U G H A N , C H A R L E S E . M O R R I S and A R -
T H U R B . F O Y E , to me known and known 
to me to be the persons described in and 
who acknowledged the foregoing Certifi-
cate and severally duly acknowledged to 
me that they executed the same. 
(Signed) S. I. B O L L E S , 
Notary Public, Suffolk County 
Certificate filed in New York 
County, No. 895. 
(SEAL ) My commission expires March 30, 
1929. 
I, Phoenix Ingraham, Justice of the Su-
preme Court of the State of New York, 
hereby approve the foregoing certificate of 
incorporation. 
Dated: New York, Nov. 5th, 1928. 
(Signed) PHOENIX I N G R A H A M , 
Justice Supreme Court 
1st Judicial District 
All Roads Seem to Lead to the Law 
TH E certified public accountant has been charged in the past with the necessity 
of acquiring many qualifications, if he wishes 
to merit approbation from all and sundry 
who have occasion, or seize an opportunity, 
to pass judgment on him. 
In the past it has been held, that he must 
be educated liberally and professionally; 
trained for his calling and work; careful, 
clever and skilful, He must be strong in 
health; happy in disposition; poised in 
the many trying situations in which in-
evitably he will find himself. Like Caesar's 
wife, he must be above suspicion. Now, it 
seems, he must have considerable knowl-
edge concerning common law. 
Statutory laws of various kinds affecting 
the work of the accountant, have had his 
attention for many years. He has known 
that it was his duty to be familiar with 
them and to be guided by them. Instances 
of these are the tax laws, the interstate 
commerce laws, corporation laws, and laws 
governing bankruptcies, negotiable instru-
ments, etc. 
Only recently, however, has the con-
sciousness of the accountant been pricked 
with the necessity of finding out some-
thing about negligence and fraud. This 
necessity arises because of the accountant's 
relationship to clients in contract and to 
those in the general public who may have 
occasion to consider and perhaps act on 
the representations in his reports. 
Negligence and fraud, in their applica-
tion to accountancy, are governed by com-
mon law; not by statutes. By common 
law is meant the decisions which have re-
sulted from litigated cases. Out of these 
decisions certain doctrines have been de-
veloped. The doctrines have been revised 
as new light has been thrown on the sub-
ject matter by new cases and as further 
thought has been given by the learned jus-
tices who have considered them. Attor-
neys try the cases. Juries find the facts. 
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The judges instruct as to the law, and apply 
it in appropriate situations. 
Cases affecting the accountant's liability 
have been few in this country. Conse-
quently; there is as yet little related com-
mon law. English decisions have consti-
tuted the principal authority for decisions. 
They have dealt, almost entirely, with re-
lations between the accountant and his 
client. Recently, however, the account-
ant's relationship with third parties has 
been brought into the foreground for con-
sideration and decision, and in New York 
State the matter has been carried up to 
the Court of Appeals. 
The result generally may be regarded as 
satisfactory from the accountant's point 
of view. The decision, notwithstanding, 
presents, most strikingly, the necessity on 
the part of the accountant to acquaint 
himself with the subjects of negligence 
and fraud. He must learn their elements, 
their significance and application and how 
they affect him in the practice of his pro-
fession. Again, the accountant is led to 
the law. 
Unemployment Reserves 
UN E M P L O Y M E N T reserves as a cor-rective of the present economic de-
pression are being advocated, debated, 
scorned and berated by legislators, social 
economists, labor leaders, and various 
others. But as yet little has been heard 
from the consumer, who always pays. 
Being unorganized and having no official 
spokesman, probably nothing will be heard 
from him unless he awakes to the fact that 
he has been saddled with an incubus, and 
individually begins writing "letters to the 
editor." 
Considering this matter, one is reminded 
of school-day problems in arithmetic. "If 
six men can do a piece of work in four days, 
how long will it take one man to do it?" 
Anyone who ponders that question in its 
application to unemployment reserves, 
scarcely may escape a conviction concern-
ing them. 
Paraphrasing the foregoing question, one 
might propound another, viz.: "If a cer-
tain amount of individual purchasing 
power can be developed out of a piece of 
work which one man could do in twenty-
four days, and there are six men seeking 
work, which would be the more desirable 
from every point of view, to employ one 
man or six?" 
Assuming that one man were to be em-
ployed, what would be the effect: on him, 
on his employer, on the community, and 
on the five men who were not employed? 
The one man would spend his wages for 
food, and shelter, and fuel, and perhaps 
clothing. He would be sought by suppliers, 
and would be the envy of the other five. 
The employer would be the butt of jibes, 
subject to threats and perhaps attack from 
the unemployed. The benefit to the com-
munity would be limited to the compara-
tively few merchants from whom the one 
man would buy. The other five men 
would be without means to satisfy the 
economic wants of themselves and those 
dependent upon them. 
How would the five men live? How 
would they get food, shelter, and fuel? 
Would they get such necessities from the 
one working man; from the employer, out 
of his own funds, or out of funds which he 
might raise by taxing his customers; or 
from the local government? Should they 
receive these things gratis or in exchange 
for their labor, or by way of obligation as 
under a loan? 
In these questions one finds most of the 
troublesome features of unemployment in-
surance. They are the essential points 
which must be considered and they present 
the main questions which must be re-
solved. They may be summed up in one 
representative question, "What to do with 
workmen in periods of business depres-
sion?" 
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From the time of John Smith in the Vir-
ginia Colony has come down the prin-
ciple that those who will not work may 
not eat. But what shall be said concern-
ing those who will work, but cannot find 
work to do? Shall they be left to starve? 
Or shall they become objects of charity 
and be fed without any obligation, not-
withstanding? 
The average citizen prefers to work and 
earn his way. He despises charity. He 
likes independence. He believes in in-
dividual effort. He is ready to accept 
assistance only if he can do something to 
repay the obligation which it carries. But 
any prolonged application of a dole system 
very well may change the views of the 
average citizen. 
Any form of assistance to unemployed 
workmen which places no obligation for 
repayment, either in funds or through 
services, on such individuals is inherently 
vicious because, if continued, it places the 
burden of the many on the shoulders of 
a few. 
When employers are required by law to 
create reserves for unemployment, the 
economic effect is to place a tax on con-
sumers. As unemployment increases, the 
tax becomes greater; prices become rela-
tively higher; buyers become fewer; busi-
ness becomes worse. Distaste for work 
will tend to increase as it becomes easier 
for those who are so inclined to live with-
out working. 
The Marxian theory that labor is en--
titled to credit for all value in a com-
modity, of course, is extravagant. But 
there is much truth in the contention that 
purchasing power is developed only through 
labor. How does one get funds for the 
satisfaction of human wants without labor, 
except previously he has worked, or some 
of his ancestors have worked, and saved a 
fund which works in his place and provides 
him with income? 
Why then does not the solution of the 
problem of unemployment rest in develop-
ing methods of finding or creating work to 
be done, and apportioning such work 
equitably among those who must have 
work in order to live? 
Finding or creating work is an abstract 
suggestion which needs something further 
by way of suggestion to make it practic-
able. Nebulous though the idea may ap-
pear, it does seem that any practicable plan 
must have as its central means some 
scheme for pooling or guiding projects re-
quiring labor, in order that the projects 
may be expanded or contracted as needed. 
There would need to be, apparently, some 
centrally controlled arrangement for mak-
ing labor elastic and fluid. Without draw-
ing heavily on the imagination, one can see 
possibilities along these lines through local 
guilds and trade associations linked up 
with some central national body, through 
divisional organization, which would cor-
relate the activities of geographical units. 
In the last analysis, it may be granted that 
nothing short of Federal guidance would 
suffice to make the plan effective. 
But no one should receive anything gratis 
under the economic scheme. Charity, if 
necessary and deserving, should issue from 
charitable agencies, designed, organized, 
and operating as such. The funds neces-
sary to finance and maintain the economic 
organization should be contributed by 
those who enjoy the benefits thereof, each 
according to his means and benefits de-
rived. The contribution, or tax, or what-
ever one may choose to call the levy, should 
be borne by labor, as well as capital, 
whether directly or indirectly. No one 
can prevent corporations, or wealthy in-
dividuals, from indulging in philanthropy. 
But philanthropy should not be forced 
on them. 
The millennium has not arrived. His-
tory merely is being repeated in the present 
depression. Experience, however, in deal-
ing with periods of depression in the past 
should afford some guidance in avoiding or 
in mitigating future lapses in prosperity. 
Intelligent thought on the part of those 
qualified to consider the problem and sug-
gest ways of improving matters is more 
needed than sentimental urging of meas-
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ures which perhaps would defeat the hap-
piness and comfort of those whom they are 
designed to benefit. 
Unemployment reserves are a matter to 
be dealt with, if at all, by specific organi-
zations. Legislation compelling all to re-
spond to the idea will not, in our opinion, 
have the desired effect. 
Who Owns the Goods? 
TH E ROBERT MORRIS ASSOCI-ATES recently has called attention to a 
practice existing in certain industries which 
affects current position in balance sheets in 
accordance with the manner in which the 
matter is treated. The question raised is 
as follows: 
"For many years it has been the custom 
in several lines of industry to eliminate 
from the balance sheet on statement date, 
merchandise on hand but unpaid for, pur-
chased and intended for next season's busi-
ness. This custom has been particularly 
prevalent among shoe manufacturers and 
dry goods jobbers. Before credit men 
were sufficiently familiar with the prac-
tices in these industries to require informa-
tion about such merchandise holdings, the 
complete facts were not always revealed. 
Now that the custom of handling new 
season's merchandise has become so well 
understood, credit men have required full 
particulars, and the information is fur-
nished in some instances in a foot-note. 
Title to such merchandise unquestionably 
rests with the purchaser of the goods who 
has them in his possession, and who is, or 
at least should be, paying insurance on 
them. On the seller's balance sheet they 
appear as accounts receivable. A com-
pany's object in having the figures made 
up in this way is to have the balance sheet 
show a smaller debt and a better current 
ratio, and to attain this end they overlook 
the fact that it tends to make the credit 
man feel that his customer is attempting to 
influence his opinion by an unduly favor-
able arrangement of the financial facts. If 
the merchandise and the liability therefor, 
were included among the assets and lia-
bilities, it would create greater confidence. 
"A practice in which the principle is 
somewhat similar to the above is found in 
the textile industry. Mills frequently buy 
machinery from the manufacturer, giving 
notes in payment running over a period of 
years. The manufacturer retains a lien on 
the machinery but it is installed in the mill, 
is in active use, and to all intents and pur-
poses is the mill's property. The mill fre-
quently, however, does not include in its 
balance sheet either the machinery as an 
asset or the offsetting liability for notes 
payable, but reports them in a foot-note. 
The pledged machinery and the secured 
liability unquestionably belong in the bal-
ance sheet. Omission so to include them 
creates the same unfavorable impression as 
in the case of the next season's merchandise 
of the shoe manufacturer or dry goods 
jobber. 
"Now the question is, how can the de-
sired result best be brought about. Our 
suggestion would be to have the accountant 
or the bank, or maybe both, show the 
owners of the business how their balance 
sheet looks as it is set up on the bank's 
comparative statement form where the 
item is included on both sides. As it is 
now, the borrower brings the statement to 
his bank and has a very distinct impression 
that it is a good showing, properly pro-
portioned, etc., whereas the bank analysis 
indicates an entirely different picture. 
There must be one right way of showing 
such an item and this we believe to be the 
method just indicated; therefore, the ac-
countants and the banks should work 
toward the goal of showing the situation 
uniformly and in the right way." 
There can be but one right way, it seems, 
of handling an item such as the one in 
question. However, the right way de-
pends upon the facts in each particular 
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case. The essential fact in each case re-
volves about title to the goods. Any 
accountant, with adequate legal knowl-
edge, probably would not hesitate to sub-
scribe to the opinion that the cost of the 
goods should be included among the assets 
of the party who has title to the goods. 
This would be equally true whether title 
remained with the seller or was vested in 
the buyer. If the goods belong to the 
buyer and the buyer's balance sheet is 
under discussion, that balance sheet should 
show the cost of merchantable goods under 
current assets and the liability therefor 
under current liabilities. Under such cir-
cumstances, we do not see that the ac-
countant has any choice in the matter if 
he is to be true to his calling, inasmuch as 
the goods either belong or do not belong 
to the buyer. 
Granting that the determination rests on 
title, it is not easy always to determine, 
beyond doubt, where title lies. Without 
pretending to undue legal knowledge, it is 
our understanding that title may be said 
to pass usually by delivery. An executed 
deed, undelivered, does not pass title. Title 
to goods shipped from seller to buyer usu-
ally does pass by delivery, which is consti-
tuted by receipt of the goods. In other 
instances goods may be shipped on specific 
instructions as to transportation means 
and routes, and title may pass at point of 
shipment. 
Again, there may be constructive deliv-
ery where specified goods ready for de-
livery have been accepted by the purchaser 
and are stored by the seller for the pur-
chaser's account and risk. In such cases 
title has passed and the insurance is carried 
by the purchaser. Thus, the determina-
tion of title is not always easy, but the 
accountant, before deciding on what treat-
ment he will accord the cost of the goods 
in question, must seek and find sufficient 
evidence to justify his action one way or 
another. 
In the case of machinery or other capital 
goods, where the seller retains a lien on 
the goods until they are paid for, there 
would seem to be little question about the 
treatment of the item. It would seem that 
the assets should be taken up on the bal-
ance sheet of the purchaser and the cor-
responding liability expressed therein. 
Where the seller retains a lien, title never-
theless rests with the purchaser. The goods 
belong to him. He has a liability therefor. 
He may lose his title, if he fails to pay, 
when the seller levies on the goods by 
right of his lien. 
The weight of evidence concerning treat-
ment of the item might become more favor-
able to those who argue for the omission 
of the item from the balance sheet if the 
goods were sold under what is known as a 
title-retaining contract. Here, it might be 
said that our theory as to treatment based 
on the location of title would operate to 
exclude the item from the body of the 
balance sheet, But we meet this point by 
advancing the argument that at least the 
purchaser has an equity in the goods after 
making his down payment, and in all 
fairness we should express both the asset 
and liability elements which go to deter-
mine his equity by showing the situation 
in that way on the asset side in the body 
of the balance sheet. As far as we can see, 
the argument for exclusion falls down un-
equivocably where a buyer has title to 
merchandise or other goods. The argu-
ment totters in cases where goods have 
been purchased under a title-retaining con-
tract, and may be dislodged from its posi-
tion by the counter-argument concerning 
the display of equity. So much for the 
factual background. 
Expediency never is a satisfactory sub-
stitute for truth. It might be argued that 
in a situation where either of two ways of 
handling a matter might be considered 
honorable and justifiable, the benefit, if 
any, should be given to the borrower. 
Bank credit men usually are well able to 
protect the best interests of their banks. 
They are pretty well awake to all the pos-
sibilities of accounting and legal theory. 
Whether they are entitled to any more 
consideration than a client in controversial 
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matters may be an open question, which is 
entirely beside the point of this discussion. 
They are entitled to support in matters 
where they urge representations which 
permit of no argument on the basis of facts. 
It should be said unreservedly that ac-
countants should not be interested in ques-
tions of expediency. If a client has title to 
goods and is liable therefor, the cost of the 
goods and the liability should go in the 
body of the balance sheet, even though a 
three-to-one current ratio may thereby be 
converted into a four-to-two or a two-to-
one ratio. 
The accountant is not responsible for 
the acts of his client. His duty as an audi-
tor is to review the representations made 
by the client and to say, without bias or 
prejudice one way or the other, whether, 
in his opinion, the representations are true 
and correct. 
A client either does or does not own 
certain goods. If he owns the goods, he 
should recognize the fact and acknowledge 
his liability therefor. If the client fails to 
do this and asks an accountant to give an 
opinion in the matter, the duty of the 
properly qualified accountant should be 
clear. He should ask, "Who owns the 
goods?" Before committing himself to an 
opinion, he should seek and find sufficient 
evidence, one way or another, to enable 
him to make up his mind. If he decides 
that the client owns the goods, there is no 
course open to him but to include them in 
the body of the balance sheet. 
Classification of Accountancy Services 
SINCE July, 1926, the subject of classifi-cation has been under consideration by 
the profession. The idea was put forward 
originally by the Committee on Education 
of the American Institute of Accountants 
as a feature of the report of that committee 
for that year. In the interval the matter 
has been considered by the American So-
ciety of Certified Public Accountants, and 
in September, 1930, that body issued a 
classification, later transmitting it to all 
state societies for the consideration of 
those societies. 
Recently the New York State Society 
of Certified Public Accountants has taken 
up active consideration of the matter to-
together with appropriate certificates, 
through a joint Committee consisting of 
members of the Committee on Classifi-
cation of Accountancy Services and the 
Committee on Practice Procedure. 
What the result will be of having the 
subject of classification considered by 
these various organizations is somewhat 
difficult to predict, but at least it may be 
said that interest is being aroused and 
consciousness is being developed of the 
need for a uniform classification which 
accountants generally will be willing to 
accept. To those who have given the 
matter appropriate thought, it is obvious 
that many advantages will accrue from 
the adoption of a uniform classification. 
Probably the most important of these 
advantages is that a clearer understanding 
would be had in all engagements as to the 
purpose, character, and scope, not omitting 
any limitations of each undertaking by an 
accountant. Such understandings, remov-
ing as they would most possibilities of mis-
understanding, would eliminate many of 
the controversies between client and ac-
countant which now are possible. In addi-
tion to this advantage, definition and dif-
ferentiation would be useful in litigation 
and in differences of opinion between client 
and accountant with respect to negligence. 
Further, a sketch of the whole field of pro-
fessional endeavor would serve as a basis 
for dignified publicity. Working contacts 
with members of other professions and 
those engaged in related lines of business 
activity would be made easier and more 
satisfactory. Administration of account-
ancy practice would be facilitated and 
bettered. Lastly, a common language 
would be afforded concerning the work of 
professional accountants. 
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Over-Production and Under-Consumption 
OVER-PRODUCTION in most of the basic commodities is a fact. The cause 
of the over-production is a matter of opin-
ion. The Great War is said to have de-
pleted the stores of these supplies. Re-
placements created heavy demands. 
Prices rose. Production was stimulated. 
Stocks increased. Effective demand failed 
to keep pace. A glut resulted. 
A purveyor of food estimates the number 
of prospective customers. He calculates 
the extent of their requirements. The qual-
ity of food needed is computed. The food 
is placed in stock and made ready to be 
served. If customers fail to appear in suf-
ficient numbers, there is a glut. Such food 
as the purveyor, his family, employes, 
friends, or other persons are unable to con-
sume becomes waste. As such it has only 
salvage value. 
In a situation of this kind, there is bound 
to be a loss. The loss is a loss of capital. 
The capital may be that of the purveyor. 
It may be that of some one who supplied 
the food on credit. A dearth of customers 
will preclude the recovery of that capital, 
except through the prolonged process of 
future operations on a profitable basis. 
The correction of conditions, such as 
these, calls for a capital adjustment. Pur-
veyors who are caught in a jam of this 
character, must either go out of business, 
or take their losses and start anew. If they 
have too much borrowed capital, bank-
ruptcy is inevitable, unless they are able to 
make new credit arrangements. Where the 
capital employed in the enterprise was his 
own, the consequence is a deprivation to be 
suffered by the unfortunate purveyor alone. 
Just now the country is suffering from 
under-consumption as well as over-produc-
tion. Figuratively speaking, the country 
is on a spending-diet. The abnegation ex-
tends from additions and repairs to prop-
erty to social diversion, clothing, and 
food. The psychological element of the 
credit factor which, born of paper profits, 
made for reckless spending is no more. In 
its place, there is a fear complex, which is 
routing money into the savings banks and 
insurance companies. The temerity which 
took money into the luxury fields, sent it 
on along lines which, if not so genteel eco-
nomically, at least served to generate pur-
chasing power. The timidity which today 
steers the money into the savings banks 
only aggravates the existing maladjustment 
by reason of limiting the further flow to 
gilt-edged business units which already are 
surfeited with funds and credit. 
One guess is as good as another concern-
ing the ways and means of correcting the 
present unsatisfactory condition in which 
there is ample evidence of loss adjustment. 
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Never have the forecasters, and would-be 
forecasters, suffered greater discredit. How-
ever, without pretense of knowledge, where 
there is no knowledge, it may be suggested 
that sensible spending, by those whose 
funds and credit permit, cannot help but 
create further purchasing power. But, 
cognizance needs to be taken of the fact 
that our foreign markets are disappearing 
rapidly. Production, therefore, needs to be 
scaled down to the point where there is no 
exportable surplus. Any plans for the near 
future would seem to require as a basis, an 
economy strongly domestic in character, 
the objectives of which are a constantly in-
creasing number of those who may enjoy 
high standards of living, greater leisure, 
and free play of economic forces which will 
tend to synchronize domestic production 
with domestic consumption. 
Quantitative Measurements 
TH E I N F L U E N C E of economic changes on the financial condition of individual 
enterprises is nowhere reflected more 
sharply than in stocks of merchandise. 
Cash may show an increase or decrease in 
amount when compared at two different 
dates and the change may have no second-
ary significance. Accounts receivable ap-
pearing in a lesser amount at the later of 
two dates indicate, from an economic point 
of view, that the enterprise at that time has 
less capital invested in that asset. Changes 
in inventories have a dual significance. 
They are stated in terms of dollars, but the 
dollar must be reinterpreted in the light of 
current prices. 
The period from 1921 to 1929 was one of 
increasing prices. During that period the 
general price level mounted steadily and 
generously. The problem constantly pre-
sented was one of replacements at higher 
prices. The same quantities at successively 
later periods showed increasingly larger 
numbers of dollars tied up in inventories. 
The immediate future, from a business 
viewpoint, was not so troublesome, be-
cause the general movement was upward, 
and there was reasonable prospect of sell-
ing goods at increasingly higher prices. 
Now the situation is reversed. Prices 
of cattle, for example, have declined to the 
lowest in twenty-five years. Two years 
ago, sirloin steak was selling at fifty-one 
cents a pound. On June 10, 1931, it sold 
at thirty-five cents a pound. Last year, in 
June, prime ribs retailed at forty-three 
cents a pound. Last week the retail price 
was twenty-three cents. The purchasing 
power of the retail meat-dollar has in-
creased about eighty-seven per cent. The 
housewife with forty-three cents to spend 
for prime ribs of beef, may have almost 
two pounds now, instead of one pound a 
year ago. The housewife with twenty-three 
cents to spend now may have a pound of 
prime rib roast, whereas last year she might 
not have been able to buy any because of 
the high price. 
The dealer's inventory of one pound of 
beef last year would have shown forty-
three cents invested in that commodity. 
This year the inventory would show one 
pound at twenty-three cents. Ostensibly, 
there has been a reduction of forty-six and 
one-half per cent. in the inventory. In 
reality, the inventory has not been reduced. 
The value of the inventory, based on cur-
rent prices, has declined. 
This homely illustration suggests what 
may be expected in most lines of business, 
whether the inventory amounts to thou-
sands or to millions of dollars. Prices gen-
erally have been following the curve applic-
able to meats, as may be seen from consult-
ing the various price indices. Weekly aver-
age prices of representative commodities 
for the month of May, 1931, show the 
purchasing power of the dollar as 140.2, the 
year 1926 being used as the basis for com-
parison. For the same month in 1930, the 
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purchasing power of the dollar, measured 
by the same commodities, was 112.8. The 
corresponding figure for 1929 was 104.3. 
Price is the complement of purchasing 
power. Decreasing purchasing power de-
notes rising prices. Increasing purchasing 
power means falling prices. The rising 
trend of purchasing power since 1928 re-
flects the corresponding fall in prices. Index 
numbers, which serve to express the rela-
tion of average prices in subsequent years 
to the average prices of some given year 
selected as a base, bear out that conclu-
sion. With the average prices of represent-
ative commodities for the year 1926 estab-
lished as the basis for comparison and 
stated as 100, the corresponding figure for 
1927 was 98.2; 1928 was 96.3; 1930 was 
86.3. For the week ended June 12, 1931, 
the number was 69.7. This, incidentally, 
shades slightly the 1913 average of 69.8, 
but fails by a small margin to reach the ex-
treme low of 67.3 established in December, 
1914. 
The effect of these price fluctuations may 
not be ignored. The importance of consid-
ering quantities as well as prices is equally 
apparent. The Great Atlantic and Pacific 
Tea Company reported recently that al-
though sales for the five-week period ended 
May 30, 1931, showed a small decline in 
dollar volume, more goods, based on ton-
nage, were sold than in the corresponding 
weeks of last year. The report shows that 
in May, 1931, the company sold goods val-
ued at $102,946,053.00, whereas the sales 
corresponding to the same period in 1930 
amounted to $104,673,214.00, a decrease 
of 1.65 per cent. Quantitatively calculated, 
sales for May, 1931, increased over May, 
1930, 15.24 per cent. 
The auditor's interest in the amount in-
volved in inventories may be considered to 
be primarily in the basis of valuation and 
the accuracy with which the value has been 
computed. There are those who hold that 
it is no part of his function to take the in-
ventory, or to supervise that operation. 
Even so, a comparison of quantities might 
lead through inconsistencies to the dis-
covery of inaccuracies, if it had no other 
value. But, in times like the present, con-
sideration of quantities is of greater im-
portance. 
There is little justification; by those who 
pretend to efficient management, for hav-
ing an inventory as high in quantity as pre-
viously, if the volume of sales shows sub-
stantial decline. A reduction in money-
value may reflect no more than adjustment 
to current market prices. It may show the 
situation subsequent to having given effect 
to a large valuation loss. But if quantities 
have not been reduced, the prospect, in the 
face of a continuing price decline, is a 
further loss in value. 
Comparison of quantities in inventories, 
at two dates, is not possible invariably, al-
tho the cases are few, probably, where 
a record, either made from a physical count, 
or taken from the stock books, is not avail-
able. However, a rough approximation of 
comparative quantities may be made by 
the application of suitable tests in which 
index numbers may be helpful. An inven-
tory at May 31, 1931, which is shown at 
the same value as at May 31, 1930, pre-
sents two possible situations: either the 
quantities, but not the prices, have been 
reduced, or the prices, and not the quanti-
ties, have been reduced. Either situation 
is bad. Inventories overstated with respect 
to value may represent a loss already suf-
fered but not recognized. Inventories 
overstated as to quantities may represent 
a loss not only potential but probable in a 
long continuing market decline. 
Excessive inventories mean unnecessary 
capital. Unnecessary capital is dormant 
capital. Dormant capital produces no 
operating profit. Many corporations to-
day are seizing the opportunity to reduce 
their capital by purchasing their own capi-
tal stock. Inventories liquidated at a loss 
may produce current funds which, if not 
required for replacement of commodities, 
may be turned to uses productive of profits 
greater than the losses in the liquida-
tion. 
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Classification and Appropriate Certificates 
THE IDEA of classifying accountancy 
services originated some seven years ago. 
A palpable need preceded the idea. The 
need was for some device which would over-
come confusion. The results of confusion 
were wasted time, unnecessary expense, 
and annoyance. 
The confusion arose from diversity in 
technical concept, technical performance, 
understanding, undertaking, and reference 
in relation to professional engagements. 
Those who contributed to the diversity 
were principals who took engagements 
from clients, supervisors who observed the 
execution, in-charge accountants who 
planned and gave instructions to assistants 
concerning the work, and general execu-
tives charged with technical administration 
of the organization as a whole. 
The results of diversity were conflicting 
opinions, uncertainty as to technical policy, 
unwillingness to accept responsibility, un-
evenness in service and reports. Each prac-
tice office served its clients, according to 
the best judgment of those responsible for 
the office. Each accountant in charge of an 
engagement did the best he could under the 
circumstances, or as he was directed by his 
superior. How widely the judgment and 
direction differed is too sad a memory to be 
recalled or recounted. 
The correction of these conditions may 
be attributed to a service classification. The 
classification was conceived in theory. It 
was born in trial on five thousand engage-
ments coming from all parts of the world 
and from all lines of business, as they flowed 
by a central point. Its practical usefulness 
has been demonstrated by application in 
some twenty-five thousand additional en-
gagements. Few changes have been re-
quired since the classification was first 
prepared. Those were minor in character 
and were made in the early years. 
The organization now has a common lan-
guage relating to engagements. Those who 
deal with engagements have only to learn 
the language. The newest member of the 
staff may learn in a short time as much 
about the firm's policy concerning classes 
and general specifications of work as the 
oldest accountant or executive. 
The person who takes an engagement 
from a client, whether the person is a staff 
accountant, or a partner; whether the client 
is an individual, or an officer of a corpora-
tion; whether the location is New York, or 
Shanghai, China, has a definite outline for 
discussion, a helpful guide in considering 
the client's needs, and a prescribed basis on 
which to arrange the undertaking, once 
the type of service desired is ascertained. 
With this start, uniformity follows nat-
urally. The type of service is indicated by 
number and name on the engagement mem-
orandum. Records are kept and statistics 
are compiled accordingly. A basis is af-
forded on each engagement for checking 
performance from executive offices, down 
the line through practice offices to the field 
where the engagement is in progress, and 
back, in reverse order, to culmination in 
reports. Technical administration is facili-
tated. Unnecessary discussion and corre-
spondence are eliminated. Order replaces 
disorder. Every one has a standard for 
guidance. 
One particular advantage of service class-
ification has been the almost complete dis-
appearance of differences with clients con-
cerning the kind of service undertaken. 
Clients understand now, apparently, that 
the greater the limitations placed by them 
on the scope and character of the work, the 
less chance the auditor has of uncovering 
irregularities, or discovering errors in prin-
ciple and practice. This may be attributed 
to the fact that the classification is dis-
cussed with the client before he decides on 
the service to be engaged. Thus, he is af-
forded an opportunity of understanding 
the scope and limitations of the various 
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types and to close the negotiation with 
knowledge of the arrangement into which 
he is entering. 
Definite understanding of the service to 
be undertaken is of equal importance to the 
accountant. In the event that his work is 
ever questioned later, at least the question 
must be confined to how he did his work, 
not what he undertook to do. A client 
who understands that a general examina-
tion does not contemplate such detailed 
testing of operating transactions as should 
disclose understatements of assets con-
cealed therein, is not likely to criticize the 
accountant if a shortage concealed in that 
manner is discovered subsequent to the ex-
amination. 
A staff accountant who knows that a 
general audit requires carefully designed 
testing of cash and operating transactions 
is not likely to resent being reproved if he 
fails to uncover an irregularity which should 
have been detected by such tests, and ad-
mits that he failed to apply those tests. At 
least there are removed all questions as to 
what should be done. Any controversy 
centers on how the work was done. 
Since the first classification of account-
ancy services was devised and put into 
practice, several professional societies have 
considered the matter through special or 
through standing committees. In 1926, the 
Committee on Education of The American 
Institute of Accountants proposed a classi-
fication, which as yet has not been made 
public. In 1930, The American Society of 
Certified Public Accountants promulgated 
a classification, recommended by one of its 
standing committees, and urged considera-
tion of the subject by the various state 
societies. 
The New York State Society of Certified 
Public Accountants, of which Colonel Car-
ter is president, recently has given long and 
thoughtful consideration to the matter of 
classification and appropriate certificates, 
through a joint committee comprising the 
members of the Committee on Classifica-
tion of Accountancy Services and the Com-
mittee on Practice Procedure. This com-
mittee presented a report to the May meet-
ing of the directors and of the society, which 
was ordered reproduced and distributed to 
members. Further, the report was placed 
on the calendar for discussion at the all-day 
meeting of the society next October. 
The New Jersey Society also has the mat-
ter under consideration. A large special 
committee, appointed by President Fer-
nald, has delegated the intensive work to a 
sub-committee which is now engaged in 
that undertaking. President Sagal of the 
Connecticut Society also has appointed a 
committee to consider the matter and co-
operate in the movement. 
While new ideas move slowly, they 
gather momentum as they move, provided 
they have merit. The many voluntary 
converts to the idea of classification and 
appropriate certificates bear witness to the 
merit of that idea. One of the original pur-
poses of classification was to map out the 
field of professional practice as an aid to 
educators who are training students for that 
field. Perhaps one of the outstanding benefits 
of the scheme will be to give practitioners a 
perspective of the work in which they are 
engaged. 
English in Accountancy Work 
SO M E YEARS ago one of the outstand-ing members of the profession was 
asked by a teacher which subject, of those 
comprehended in the preparation for ac-
countancy, he considered the most impor-
tant. In reply, he wrote a letter which is 
particularly appropriate at this season of 
the year, when the ranks of accountancy 
are being entered by so many young men 
recently graduated from the professional 
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schools. The reply is reproduced herewith: 
"Years ago when I was in a position in 
the business world, like that of a good many 
students in the school, I took account 
of my educational equipment to see what 
more I needed to help me realize some of 
my youthful ambition. As a result of that 
deliberation, I decided to undertake a col-
lege course, although that meant sacrifices 
in many different directions, and the best I 
could do was to get into college at the age 
of twenty-three, a full five years after I had 
originally graduated from college. 
"Under such circumstances, I hardly 
need to say that I placed a pretty high 
value on what I acquired through my col-
lege education, and as a practical matter, 
what I learned about good English, par-
ticularly what I acquired in the way of 
writing good English, is the most important 
item in the entire record. 
"This has become true partly because of 
the great significance of good English in ac-
countancy work. In writing a report, an 
accountant should aim above all things else 
to make his statements clear and unmis-
takable. Awkward constructions that 
make hard reading, if the statement is ac-
curate, are likely to defeat the purpose that 
the accountant has in mind, and if ambigu-
ity is allowed to remain, he may, besides 
failing to accomplish his intended purpose, 
actually mislead somebody who is con-
cerned with the situation. Accountants 
often have to deal with material which is 
intricate and difficult to handle, even 
among people trained in accountancy, and 
when, as it often happens, they have the 
added responsibility of making this diffi-
cult material understandable to those who 
have not trained in accountancy, they have 
need for every resource of good English, 
particularly as involved in paragraphing, a 
good choice of words, and accurate punctu-
ation. In our own practice, we value the 
best expressions of our report so highly 
that every one is prepared in what we call 
draft," that is, a preliminary typewriting, 
triple space and with wide margin, which 
permits interlineations and corrections, 
and mechanically facilitates the most per-
fect expressions of the subject of which the 
author or his editor may be capable. Fur-
thermore, we drill our men, some say re-
lentlessly, in saying what they mean as di-
rectly, and above all as clearly as possible. 
"In hiring young men in our office, we at-
tach much importance to their educational 
accomplishments. We take no one who 
has not had a high school education, and 
we pay a great deal of attention to their 
ability to write clear English (as evidenced 
by their letter of application and other 
correspondence). 
"From the foregoing, you will be pre-
pared to have me say that no one can ad-
vance to a position of responsibility in our 
organization, and I think I may say that 
no one ought to expect to advance to a posi-
tion of responsibility anywhere in the field 
of accountancy, who does not have an as-
sured command of good English. 
"For the comfort of your young students, 
I might add that an achievement in writing 
English, particularly exposition, is, so far 
as I know, to be attained only by a hard 
grind of painstaking experience. A man 
must learn to care for accurate expression, 
and he must learn what tools are available 
to attain that result if he is ever going to 
write accurate English. Tell the boys it is 
really one of the things which President 
Eliot characterizes as a 'durable satisfac-
tion of life' " . 
To this advice might be added the coun-
sel that a dictionary is a useful tool in the 
writing of good English. Its use tends to 
increase one's vocabulary, to teach shades 
of meaning, and to improve one's pronun-
ciation. The most successful writers and 
speakers are not those who use the greatest 
number and variety of words, but those 
who use the fewest number of words to ex-
press the exact meaning which they wish to 
convey. President Butler, of Columbia 
University, places first in his list of charac-
teristics which bear evidence as to educa-
tion—"correctness and precision in the use 
of the mother tongue". 
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Equilibrium Creates Purchasing Power 
IN The Chase Economic Bulletin of June 12, 1931, Benjamin M . Anderson, Jr., 
the economist of the Chase National Bank 
of the City of New York, presents an inter-
esting discussion on the subject of economic 
equilibrium versus artificial purchasing 
power. 
Dr. Anderson discredits the principle of 
wooing prosperity by the institution of arti-
ficial means of maintaining or increasing 
purchasing power by such measures as ex-
panding bank credit, buying of bonds by 
commercial banks, increased lending, 
spending rather than saving, the Soldiers' 
Bonus measure, heavy borrowings by gov-
ernments for the construction of public 
works, artificial support of markets, and 
artificial maintenance of prices by govern-
mental valorization schemes. 
In place of these he advocates a proper 
balance among the various types of produc-
tion, as agriculture, raw materials, manu-
facturing, and transportation; proper bal-
ance between the prices of goods and the 
costs of production, including wages, so 
that profits are possible; stimulating enter-
prise to increased activity; proper relations 
among the different kinds of goods; proper 
relations among retail prices, wholesale 
prices, rentals, etc.; proper balance of "ex-
ports and imports, taking into account the 
invisible items of the international balance 
sheet; proper proportion between the flow 
of goods and the flow of credits in interna-
tional relations, and a proper balance in 
the money and capital markets. 
Dr. Anderson points out that the great 
depression is due to an unbalanced eco-
nomic situation. Production is unbalanced; 
prices are unbalanced; costs have not fallen 
as much as prices in many lines. The inter-
national balance sheet is sadly unbalanced. 
The money in capital markets is in a state 
of unbalance, etc. As to wages, he says 
that wage rates cannot be held inflexible 
when everything else has changed, without 
gravely retarding the process of recovery. 
The equilibrium view relies upon the au-
tomatic forces of the market places to re-
store equilibrium when it has once been 
broken, instead of looking to governments 
and to central banks. 
News Items 
Mr. Wildman delivered the principal 
address to the first graduating class of the 
School of Accounting, Commerce and Ac-
counts, of St. John's College, Brooklyn, 
New York, on June 10. Mr. Wildman 
stressed the effect of the present Soviet 
Russian activities on the future economic 
situation in the United States, the influ-
ence of inventions on business, and the 
high calling of the certified public ac-
countant. 
Mr . Bell read a paper on Accounting 
Reports for Executive Control, at a session 
of the Twenty-ninth Annual Convention 
of the American Institute of Banking, held 
in Pittsburgh, on June 11. 
Mr . Rossman gave a short talk at the 
annual meeting of the Pennsylvania Insti-
tute of Certified Public Accountants, held 
at Sky Top Lodge, Cresco, Pennsylvania, 
on June 24, 25, and 26. The subject of his 
talk was the method employed by our firm 
with respect to accumulating charges 
against engagements, and in maintaining 
a record of the time of our accountants. 
We are glad to announce that Mr . Mor-
ris, who has been i l l for some time in the 
hospital, is now at home recuperating. 
Mr . T . J . Brady has just returned from 
the Canary Islands, where he has been for 
several months on an engagement. 
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New Partners 
IT IS with pleasure that we announce the admission to the firm, as of June 1, 
1931, of Messrs. 0. N . Hutchinson, H . W. 
Welsch, T . V . Barb and M . M . Stone. 
ORION N E E L Y H U T C H I N S O N 
Mr. Hutchinson joined our Baltimore 
staff as an assistant accountant on July 30, 
1917, after graduation from Eastman Col-
lege, Poughkeepsie, New York. He be-
came assistant manager of our Baltimore 
office on January 1, 1924, and was ap-
pointed manager of the newly opened office 
at Charlotte, North Carolina, December 
1, 1925. 
Mr . Hutchinson is a certified public ac-
countant of the states of North Carolina, 
South Carolina, and Tennessee, and has 
been active in the North Carolina Associa-
tion of Certified Public Accountants, hav-
ing served as director, vice-president, and 
president of that association. He is also a 
member of the American Institute of 
Accountants. 
H E N R Y W I L L I A M W E L S C H 
Mr . Welsch joined the staff of the Chi-
cago office on January 8, 1920, after at-
tending Northwestern University. He rose 
from the grade of junior assistant account-
ant, passed through the successive grades, 
and became a manager of the Chicago 
office on January 1, 1929. 
Mr . Welsch has specialized in tax work. 
He is a C. P. A . of the State of Indiana, a 
member of the American Institute of Ac-
countants, and recently passed the exami-
nation in Illinois. 
T H O M A S VIRGIL BARB 
Mr. Barb entered the organization as an 
assistant accountant by way of the Balti-
more office, July 14, 1919, after having at-
tended George Washington University, at 
Washington, D . C. His progress in the or-
ganization has been by way of the Philadel-
phia office, to which he was transferred on 
January 1, 1920, from Baltimore, and the 
Providence office, of which he was ap-
pointed assistant manager on August 1, 
1926, becoming manager of that office, 
November 1, 1926. For two years follow-
ing the fall of 1922, he served as comp-
troller of J . L . Mott Company, Trenton, 
New Jersey. 
M r . Barb is a C. P. A . of Rhode Island, 
a member of the American Institute of Ac-
countants, and has been active in civic af-
fairs in Rhode Island. On April 20, 1931, 
he was elected vice-president of the Rhode 
Island Society of Certified Public Account-
ants. 
Mr . Barb has the high honor and distinc-
tion of having received a citation and the 
Croix de Guerre for exceptional courage in 
sticking to his battery, after having been 
badly wounded, at Soissons, France, dur-
ing the Great War. He left the artillery 
service as a captain. Concerning his serv-
ices, one of his superior officers in the Field 
Artillery said: 
"I consider that Barb made an excep-
tional record for himself and I felt that he 
was one of the ablest, nerviest, and most 
loyal of the junior officers of the regiment. 
He has a natural gift for handling men, as 
well as figures." 
M I L O N M A R S H A L L S T O N E 
Mr . Stone became connected with the 
New York 39th Street practice office on 
November 2, 1925, after several years of 
practice on his own account. He was ad-
vanced to the grade of manager of that 
office, January 1, 1929, and on October 1, 
1930, was transferred to our Chicago office 
as a manager. 
Mr . Stone is a C. P. A . of the State of 
Connecticut, a member of the American 
Institute of Accountants, and recently 
passed the Illinois examination. 
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TH E question of how to treat purchases by a corporation of its own capital 
stock, of late has assumed more than aca-
demic importance because of the economic 
situation which has existed during the past 
year and a half. A depressed stock market 
has offered rare opportunities to corpora-
tions for the purchase of their own shares. 
Many corporations have found themselves 
in a position where decreased volume of 
business has made desirable a smaller 
amount of capital to which dividend re-
sponsibilities attach. Smaller earnings, in 
some cases, have interfered with the con-
tinuance of established rates of dividends. 
A smaller number of shares outstanding 
might permit an untarnished dividend 
record, or at least a dividend distribution 
acceptable to shareholders. Many corpora-
tions have taken advantage of the oppor-
tunities afforded by the market, and have 
purchased their own shares. Not a few 
corporation officials have been perplexed 
by the accounting problem of how to treat 
the stock so acquired, and, where the law 
requires that such shares may be purchased 
only out of surplus, how to treat the sur-
plus so used. 
The power of a corporation to acquire its 
own capital stock by purchase, is a matter 
to be governed by the statutes applicable 
to the jurisdiction involved, or by the de-
cided cases pertinent to the question. The 
accounting treatment to be accorded to 
such shares when purchased has been the 
subject of considerable controversy be-
cause of two sharply opposed theories con-
cerning the significance of such transac-
tions. The two theories may be referred to, 
respectively, as the commodity theory, 
and as the capital stock adjustment theory. 
The commodity theory of capital stock 
is based on the principle that exchanges 
make a ready market for capital stocks, 
that the stocks are bought and sold, like 
merchandise, and, that once a corporation 
has sold and issued its stock, such stock 
takes on the character of merchandise, re-
gardless of the hands into which it may 
fall. This, coupled with the fact that cer-
tain statutes governing corporations for-
bid the reduction of capital stock without 
formal action, furnishes ground for the 
argument that stock once issued and re-
acquired for value, otherwise known as 
treasury stock, properly may be recognized 
as an asset. Thus is afforded a theoretical 
reason for ignoring any accounting rela-
tionship between treasury stock and the 
capital stock account and a basis on which 
to predicate a theory of gain or loss in sub-
sequent treasury stock transactions. 
The capital stock adjustment theory is 
based on the principle that capital stock is 
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the representation of the capital fund in a 
corporate enterprise, that the issuance by 
the corporate enterprise of capital stock for 
value brings capital into the enterprise, and 
that the reacquisition of such stock for 
value takes capital out of the enterprise. 
In other words, prior to issuance, capital 
stock has capital-producing possibilities. 
When capital stock goes out, so to speak, 
capital comes into the enterprise. When 
capital stock is reacquired by purchase, 
and comes in, capital goes out to the party 
who surrendered the stock. Thus, a cor-
poration is capitalized and decapitalized, 
and all capital stock transactions must be 
capital transactions reflecting fluctuations 
in the capital fund, or the economic capital, 
and not commodity transactions. 
The case of Borg, et al v. International 
Silver Company (Circuit Court of Appeals, 
Second District, August 4, 1925, 11 Federal 
Reporter, 2nd Series, 147 No. 372) fur-
nishes a basis for discrediting the commod-
ity theory of treasury stock. In that case 
the court said, concerning shares of the 
corporation shown on its balance sheets for 
fifteen years, as "in treasury" and de-
ducted from the capital stock, which 
treasury stock opposing counsel had ar-
gued should have been carried among the 
assets either at cost—as prescribed by the 
Interstate Commerce Commission—or at 
par, without reduction of the assets: 
"To carry the shares as a liability, and 
as an asset at cost, is certainly a fiction, 
however admirable. They are not a lia-
bility, and on dissolution could not be so 
treated, because the obligor and obligee 
are one. They are not a present asset, 
because, as they stand, the defendant 
cannot collect upon them. What in fact 
they are is an opportunity to acquire new 
assets for the corporate treasury by 
creating new obligations. In order to 
indicate this potentiality, it may be the 
best accounting to carry them as an 
asset at cost, providing, of course, all 
other assets are so carried. Even so, a 
company which revalued its assets might 
properly carry them at their sale value 
when the revaluation was made. In any 
event there can be no ambiguity in stat-
ing the facts more directly, as the de-
fendant did, that is, in treating the 
shares as not in existence while held in 
the treasury, except as a possible source 
of assets at some future time, when by 
sale at once they become liabilities and 
their proceeds assets. It makes no differ-
ence whether this satisfies ideal account-
ing or not." 
Further weight to this opinion concern-
ing the theory of treasury shares is found 
in the fact that they do not receive divi-
dends and cannot be voted, for which see 
14 Corpus Juris 904 (Sec. 1400) (18) Cor-
porations (a) In Respect of Its Own Shares, 
to wit: 
"Corporations have, as hereafter seen, 
a qualified power to deal in their own 
shares. . . . But stock thus owned or held 
by the corporation cannot be voted at 
corporate elections, and this rule applies 
with equal force to stock held by trustees 
for the benefit of the corporation. Some 
statutes expressly provide that stock 
owned by a corporation shall not be 
voted directly or indirectly." 
The foregoing opinion may be taken not 
only to discredit the commodity theory of 
treasury stock, but to support the capital 
stock adjustment theory. For financial pur-
poses treasury shares have the same status 
as if they had been retired. As the Court 
says elsewhere, "Indeed, the only differ-
ence between a share held in the treasury 
and one retired is that the first may be re-
sold for what it will fetch on the market, 
while the second has disappeared alto-
gether." (Enright v. Heckscher, 240 F . 
863, 874, 153 C. C. A . 549 (C. C. A . 2); 
Rural Homestead Co. v. Wildes, 54 N . J . 
EQ. 668, 35 A 896; Cook on Corporations, 
Sec. 286.) 
One point further may be made before 
leaving the commodity theory. In order to 
make it operate consistently where it is 
used as a basis for determining profits and 
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losses on treasury stock, it should be ap-
plied from the beginning of the capital 
transactions. Stated more concretely, any 
recognized gain or loss should be deter-
mined by comparing purchase prices with 
original sales prices. If capital stock is a 
commodity after being repurchased, it 
must have been a commodity when first 
sold. The corporation must have gained or 
lost money buying back at a lower or a 
higher price, capital stock originally sold 
at a given price. This analogy needs to be 
carried but one step further to have it 
reach the absurd point where all corpora-
tions are considered as being merchandis-
ers of capital stocks, rather than organiza-
tions making use of capital stock as a means 
of assembling units of capital for the pur-
pose of engaging in some line of business. 
Approaching now the relation of sur-
plus, in connection with the purchase by 
a corporation of its own shares of capital 
stock, it becomes necessary to examine the 
legal concepts of capital and capital stock. 
In re: Fechheimer Fishel Co. (212 Fed. 
Rep. 357), the Circuit Court of Appeals, 
citing the Supreme Court of Illinois in 
Commercial National Bank v. Burch (141 
Ills. 519, 31 N . Y . 420, 33 A . St. Rep. 331), 
said: "The capital stock of a corporation 
is a fund set apart for the payment of its 
debts, and the directors . . . hold it in trust 
for that purpose." In Topken, Loring and 
Schwartz, Inc. v. Schwartz (249 N . Y . 
206), the Court of Appeals said, "The 
capital of a corporation is held in trust for 
its creditors, so that any agreement to 
purchase stock from a stockholder, which 
may result in the impairment of capital, 
will not be enforced, or will be considered 
illegal if the rights of creditors are af-
fected." In Cross v. Beguelin (252 N . Y . 
262), the Court of Appeals said, citing 
Trotter v. Lisman (209 N . Y . 174) and 
First Trust Co. v. Ills. Cent. R. R. Co. 
(256 Fed. Rep. 830), "The assets constitute 
a trust fund for creditors." 
Supplementing the doctrine enunciated 
in these pronouncements, there is the well-
settled principle of corporation law that 
corporations may not reduce their capital 
stock without due process of law, which 
takes the form in most jurisdictions of fil-
ing an amendment to the charter. Thus, 
it appears that a corporation, not having 
filed notice of intention to reduce its capi-
tal stock, and buying its own shares when 
its assets were equal in amount only to 
the amount of its debts and capital stock 
outstanding previous to the purchase, 
would be adjudged to have suffered an 
impairment of capital. 
Based on this conclusion, and in order 
to avoid such condition, it follows that 
before a corporation may release any in-
dividual shareholders from their invest-
ment in the capital fund, the corporation, 
as an entity, must have other funds to sub-
stitute therefor. It is on this theory, pre-
sumably, that into certain laws governing 
corporations have been introduced the pro-
vision that a corporation may not purchase 
its own stock, except out of surplus. The 
effect, therefore, is to maintain the same 
amount of capital stock after, as before, 
the purchase, but to ascribe the ownership 
of the whole amount after the purchase, in 
part to the individual holders as a group, 
and in part to the corporate entity. In 
other words, the corporation, by act of 
purchase, has transferred an undistributed 
interest in the net assets, from surplus to 
capital, in order that certain individuals 
may withdraw their capital interest. 
In New York state, there is no statutory 
regulation in the corporation law concern-
ing the purchase by a corporation of its 
own stock. The decided cases seem to sanc-
tion the action where a corporation has suf-
ficient surplus, but in the case of Cross v. 
Beguelin (252 N . Y . 262) the Court of 
Appeals said: "When made, the agreement 
with Ferdinand Cross was valid. Then a 
surplus existed. After the corporation be-
came financially embarrassed and the sur-
plus shrank to a deficit, the agreement be-
came unenforceable as against the Corpor-
ation (Penal Law, Sec. 664)." The Penal 
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Law (Section 664, as amended by L . 1924, 
Chapter 221) makes the act of purchasing 
stock a misdemeanor when the stock is 
purchased in the absence of surplus, viz.: 
" A director of a stock corporation, 
who concurs in any vote or act of the 
directors of such corporation, or any of 
them, by which it is intended . . . to 
apply any portion of the funds of such 
corporation, except surplus, directly or 
indirectly, to the purchase of shares of 
its own stock, is guilty of a misde-
meanor." 
Delaware, the arch-crusader for freedom 
of corporate action, has drawn her law 
without specific reference to surplus, but 
apparently with the same effect: 
"Every corporation under this chap-
ter shall have the power to purchase, 
hold, sell and transfer shares of its own 
capital stock, provided that no such cor-
poration shall use its funds or property 
for the purchase of its own shares of cap-
ital stock when such use would cause any 
impairment of the capital of the corpor-
ation." 
The Ohio statutes are more definite. 
They provide as follows: 
" A corporation may purchase shares 
of any class issued by it: . . . (c) To the 
extent of the surplus of the aggregate of 
its assets over the aggregate of its lia-
bilities plus stated capital, when author-
ized by the affirmative vote of the hold-
ers of two-thirds of each class outstand-
ing, A corporation shall not 
purchase its own shares except as pro-
vided in this section, nor when there is 
reasonable ground for believing that the 
corporation is unable, or by such pur-
chase, may be rendered unable to satisfy 
its obligations and liabilities." 
In the Ohio statutes, the purpose of the 
restrictive provision is made clear. Surplus 
is defined. The danger of permitting other 
procedure is indicated in the reference to 
creditors. The intent obviously is to pre-
vent stockholders from withdrawing their 
capital in a form which is liquid, unless 
such liquidity is the result of their own 
efforts, and not something advanced by 
creditors. If cash, or other current assets, 
in excess of the amount of surplus, were used 
to buy the stock of the corporation, cur-
rent creditors might be left with only 
physical property or other assets of ques-
tionable value available to satisfy their 
claims. 
Two principles logically may be advo-
cated on the foregoing grounds in connec-
tion with the purchase by a corporation of 
its own capital stock: first, the stock so ac-
quired should be treated as an adjustment 
of the capital stock account, and not as an 
asset; second, that an amount equal to the 
purchase price be transferred out of sur-
plus, and be made unavailable for appro-
priation as dividends. 
Various problems are created in practice 
by different kinds and classes of capital 
stock and by corporate and accounting 
practices. Some capital stock has par 
value. Other stock has no par value. Pre-
ferred stocks have various features which 
raise serious questions concerning the re-
spective positions of preferred and common 
shareholders in relation to surplus. Com-
mon capital stock sometimes is acquired 
by donation. Both preferred and common 
stocks may be purchased at either a pre-
mium or a discount. Some of the problems 
attending these matters will be discussed in 
an article to follow in the next Bulletin. 
Classification 
CLASSIFICATION comes to the fore again because of consideration which it has had and is to have by the two na-tional accountancy bodies, namely, The 
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American Society of Certified Public Ac-
countants and the American Institute of 
Accountants. 
The latter body, after deliberating on the 
matter for five years, has decided, through 
the action of its council, not to adopt any 
classification at this time and the officers of 
the Institute have been instructed to pre-
pare for publication a statement setting 
forth the reasons for such action. 
The American Society of Certified Public 
Accountants, through its board of direc-
tors, has several times approved the prin-
ciple of classification and through the 
distribution of reports of its Committee on 
Classification has attempted to inform the 
practicing accountants of the country 
through their various state societies. Fur-
ther, The American Society of Certified 
Public Accountants has made a place on 
the program at the forthcoming conven-
tion, in order that the subject of classifica-
tion and certification may be presented in 
open meeting and discussed by the mem-
bers present. 
It would be too much to expect or to 
hope that accountants at large would adopt 
any classification without due considera-
tion. Generally speaking, accountants are 
thoughtful individuals who reach conclu-
sions and have opinions. With such a large 
number of individuals thinking about a 
matter, it is natural that opinions should 
differ. It is natural, too, that individuals 
whose opinions have reached the stage of 
conviction should contend for their opinions. 
No good could have come of hasty action 
concerning classification. But this possibil-
ity already has been removed, because de-
liberations concerning classification have 
been well seasoned with research, and the 
experience of trial, error, and correction. It 
is amazing to have classification brushed 
aside by some as being theoretical when it 
is based on a careful study of five thousand 
actual engagements. It is astounding that 
any one should cast aspersions upon classi-
fication as being impracticable when it has 
been successfully tried out on twenty-five 
thousand additional engagements. Where 
is the individual whose opinion, unsup-
ported by research and test, may be put 
forth convincingly in opposition to classi-
fication which has resulted from such prac-
tical measures? Where is the practitioner 
who, without investigation or thought, has 
the assurance to dismiss the subject of clas-
sification because some one tells him it is a 
fancy? 
This organization needs no sales talk on 
the subject of classification. It has long 
since adopted a classification which works 
successfully day in and day out and brings 
contentment to the organization. Further, 
this organization was under no duty to of-
fer its classification to the profession at 
large. In so doing, it was motivated by a 
desire to help the profession. In other 
words, having found something which was 
helpful to itself, this organization was glad 
to pass it on to other members of the profes-
sion who might see in classification the 
many advantages which it has. 
But inasmuch as this organization has 
made public its classification and various 
and sundry individuals, firms, state soci-
eties, etc., have the matter under consider-
ation, this firm feels that it has a further 
duty to gather and, in turn, spread all pos-
sible information on the subject. 
Probably the outstanding advantage of 
classification is that it permits of a definite 
understanding with the client, before the 
service is begun, of the character and scope 
of the work. Secondly, it affords a basis for 
the development of detailed procedures un-
der the different types of service. Thirdly, 
it provides a common language concerning 
the services of certified public accountants 
for the benefit of the accountants, their 
clients, bankers, lawyers, appraisers, engi-
neers, etc., etc. If these advantages were 
not sufficient, there might be added a fur-
ther one, namely, that classification will 
help to educate the accountants already in 
the profession as well as students who are 
preparing to enter the profession from the 
various schools. 
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We Meet Again 
TH E usual annual meeting of partners and managers was held on September 
21, 22, and 23, 1931, at the Executive 
Office. 
On Monday, September 21, the general 
session was preceded by a meeting of the 
partners. Following, at 10:30 A . M . , the 
meeting proceeded to a general survey of 
the past year, with a discussion of old and 
new practice and consideration of ways and 
means of retaining old clients, developing 
new clients, and maintaining the high 
standards of service which the firm always 
has sought to render. 
After a buffet luncheon, which was 
served in the library, the discussion was 
resumed and dealt with the activities of the 
New York Stock Exchange in accounting 
matters and the benefits to the profession 
which should accrue from the close cooper-
ation with the Stock Exchange authorities 
in their efforts to promote sound practices 
in the matter of accounting and the rend-
ering of informative financial statements. 
A discussion was had also of the Ultra-
mares case, with a critical analysis of the 
Cardozo Opinion, followed by the sugges-
tion of lessons which may be drawn by the 
profession, to its advantage, from that 
case. 
On Tuesday morning the time was de-
voted to a discussion of various outstand-
ing cases which have received public atten-
tion during the past year. After luncheon 
consideration was given to C. P. A . mat-
ters—new C. P. A . laws, classification of 
accountancy services, standardization of 
certificates, and comments in reports. 
During the evening, on Monday and 
Tuesday, there were various private dinner 
and theatre parties at which those from out 
of town were entertained by the New York 
partners. 
On Wednesday those in attendance re-
paired to Greenwich, Connecticut, where 
they were the guests of Colonel and Mrs. 
Carter. The usual golf tournament for men 
was held at the Round Hil l Club during the 
day. Mrs. Carter entertained the ladies at 
luncheon and during the afternoon at her 
home, and in the evening every one as-
sembled at the Round Hil l Club for dinner 
and dancing. 
The golf prizes were won by Mr . George 
Cochrane, of Messrs. Deloitte, Plender, 
Griffiths & Company, who was also a guest 
at the Round Hill Club, with a net score of 
75, and Messrs. Barb, James Clarke, and 
Hahn, with net scores of 80. 
As usual the meeting terminated with the 
feeling on the part of every one present 
that these occasions are both beneficial and 
enjoyable; that they afford an opportunity 
for the exchange of technical and business 
views and for social contact, which more 
than repay the time and expense which 
they involve. 
Those present were as follows: Messrs. 
Auld, Barb, Bell, Bickett, Bowen, Bow-
man, Bullock, Carleton, Carter, E . A . 
Clarke, James Clarke, Coursen, Croggon, 
Davies, Davis, Drake, Dunn, Everett, 
Forbes, Foye, Garrison, Gause, Gibson, 
Goodson, Hahn, Hi l l , Holloway, Hutchin-
son, Jumonville, Kracke, Krueger, Law-
rence, Leo, Ludlam, Morris, McGuinn, 
North, O'Connell, Padon, Palmer, Peters, 
Pflug, Powell, Reik, Rohwerder, Rossman, 
Scoville, Seng, Stevenson, Thompson, T i l -
ton, Tompkins, Vaughan, Wildman, and 
Willins. 
Messrs. W. J . Saunders and W. A . Cam-
eron, of Deloitte, Plender, Haskins & Sells, 
Toronto, Canada, were also in attendance. 
Harvey E. Whitney 
IN T H E withdrawal of Mr . Harvey E . Whitney as chairman of The Robert 
Morris Associates' Committee on Coöpera-
tion with Public Accountants, the profes-
sion has suffered the loss of a good friend. 
It has often been said that only a good 
friend will tell one of his faults. Mr . Whit-
ney has been telling accountants of their 
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faults for several years, but always in a 
fine, friendly, constructive way. He has 
voiced his own opinions, born of practical 
contact with public accountants and their 
reports. He has voiced the opinions of oth-
ers, sometimes born of less practical experi-
ence than his own, but always with intent 
to be helpful. 
We are pleased to see in the July Month-
ly Bulletin of The Robert Morris Associates 
Mr . Whitney's summary of reactions after 
ten years' work in cooperating with ac-
countants. 
Mr . Whitney's own words are as follows: 
"We should not be too technical in our 
attitude toward accountants. I know that 
they recognize their duty to the credit 
granting fraternity as well as to their cli-
ents, always reserving to themselves the 
right to construe what they regard as ma-
terial or immaterial in the make-up of a 
financial statement. It is, of course, for us 
to criticize and if necessary condemn, when, 
in this connection, it can be satisfactorily 
established that the judgment of any par-
ticular accountant has been unsound. The 
accountant, as well as the banker, entitled 
to confidence, is the one who observes not 
only the letter but as well the spirit of the 
laws and the ethics governing his profes-
sion. Summed up, this is 'Good Faith.' " 
What could be fairer and what could be 
more satisfactory and helpful than these 
conclusions? 
A Test Analysis of Unsuccessful 
Industrial Companies 
THIS bulletin of the Bureau of Business Research of the University of Illinois 
is a monograph describing a study of 
twenty-nine industrial companies which, 
for one reason or another, have fallen on 
hard times. The study is unique in that it 
tries to ascertain how to avoid failure, 
rather than how to achieve success. 
The monograph is divided into chap-
ters which cover the nature and treatment 
of the data, the analysis of the data, and 
a summary. The information furnished is 
in such detail that it is difficult to give a 
perspective of the study, but one charac-
teristic is common to ratios in all of the 
tables, namely, the ratio of fixed assets to 
total assets gradually increased as the time 
of failure approached, indicating a tend-
ency to permit too much capital to become 
tied up in fixed assets. 
There are many ratios exhibited, but 
the conclusions reached are that the two 
most valuable ratios in common use are the 
current ratio and the ratio of working 
capital to total assets. The final conclusion 
reached is that, as an indicator of the finan-
cial soundness of an enterprise, the work-
ing capital to total assets ratio is thought 
to be the more valuable of the two. 
Additions to the Library 
American Institute of Accountants. "Ac-
counting Terminology; Preliminary Re-
port of a Special Committee on Termi-
nology Published under the Auspices of 
the American Institute of Accountants." 
New York, The Century Company, 
c1931. 126p. 
Harvard University. Bureau of Business 
Research. "Expenses and Profits in the 
Chain Grocery Business in 1929," by 
Malcolm P. McNair. Boston, Harvard 
University, 1931. 63p. (Bulletin No. 84.) 
— "Operating Results of Department 
and Specialty Stores in 1930," by Carl 
N . Schmalz. Boston, Harvard Univer-
sity, 1931. 45p. (Bulletin No. 85.) 
Moody's Investors Service. "Moody's Man-
ual of Investments and Security Rating 
Service. Public Utility Securities, 1931." 
New York, Moody's Investors Service, 
1931. 
Myers, Herbert J . , Keating, William L . , 
and Metsch, J . C. "How to Set Stand-
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ards." New York, National Association 
of Cost Accountants, 1931. 98p. (Jordan 
Prize Competition.) 
Richardson, A . P. "The Ethics of a Profes-
sion." New York, The Century Com-
pany, c1931. 159p. 
United States. Commerce, Department of. 
Bureau of Foreign and Domestic Com-
merce. "Guide for American Business in 
France." Washington, Government 
Printing Office, 1931. 121p. (Trade Pro-
motion Series No. 115.) 
Federal Reserve Board. "The Fed-
eral Reserve Act as Amended to March 
4, 1931. . . ." Washington, Government 
Printing Office, 1931. 170p. 
— Post Office Department. "Uniform 
System of Accounts for Carriers by Air . " 
Washington, Government Printing Of-
fice, 1931. 100p. (First issue, approved 
July 1, 1930.) 
News Items 
Colonel Carter returned from Europe on 
September 7, where he had spent several 
weeks in connection with our foreign prac-
tice. 
A paper on "The Scope of the Small Ac-
counting Firm" was read by Mr . Forbes at 
the annual meeting of the American Insti-
tute of Accountants held in Philadelphia. 
Mr . Wildman, after spending a very 
pleasant vacation in Europe, returned on 
September 5. 
Mr . Palmer also has returned after an 
enjoyable vacation abroad. 
Mr . Peters is here from the Orient to 
spend his vacation and attend the annual 
firm meeting. 
Mr . J . W. Queenan, of the Chicago of-
fice, is to be congratulated upon being 
awarded the gold medal of the Illinois Soci-
ety of Certified Public Accountants for the 
highest grades made in the June examina-
tion for certified public accountants. 
We have pleasure in announcing that 
Mr . Benjamin A . Wilson, of the New York 
45th Street office, has been awarded the 
Elijah Watt Sells Scholarship at New York 
University School of Commerce, Accounts, 
and Finance for the coming year. The El i -
jah Watt Sells Scholarship Fund was estab-
lished in 1924, as a memorial to Mr . Sells, 
by his sister, Mrs. John H . Bovard. 
Mr . C. B. Holloway, of the Boston office, 
has been elected an associate member of 
the Massachusetts Society of Certified Pub-
lic Accountants. 
Mr . G. E . Conroy, of the New Orleans 
office, has been elected treasurer of the 
Society of Louisiana Certified Public Ac-
countants. 
Mr . H . L . Annis, of the Boston office, 
has received the C. P. A . certificate of 
Massachusetts as the result of passing the 
examinations of that state. 
Mr . F. J . Williams, of the Los Angeles 
office, has received the C. P. A . certificate 
of the state of California as the result of 
passing the examinations. 
Mr . S. G. Anspach, Jr., has been suc-
cessful in passing the C. P. A . examinations 
of the state of Ohio. 
As of August 4, 1931, our office in Water-
town has been closed and its practice con-
solidated with that of Buffalo. 
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